MAR 1 2 1984

Dnar Applicant:

e hava conaldered your applicanta for reacomition of ex*mption from
Fa’eral income tax under section 501(cV(7) of the Intarnal Raveme Code.

The submitrted Informart{on {ndicates your organization was formed in
HEE. Bl Vo Certificate of Incorporation was provided. Ymr
By-Laur were adopted s howevar there {8 no statement
signed by an officer verifylng that the ecnpy Is 2 true and cor=ect copy
of thr hylawe urder which you ara currently operating.

Your atarad purposas srae to own, operace and maintain a social club exclus-
fvely for the members' plansurs and recreation. Memberahip requirsments
tnclude payment of an anmme' fee, currently 3.. and approval by the

memhe ;ahio committaa, Club by~lawe a'V'ow the purchase of a temporary

memberst.ip for Sl per year. The assets of the alud conaist of a hank
acrount and 14quor atork.

Club sativitias ‘nclude laaging a rveataursnt fectility and opeeating » Yiquo
poo! for memhers. By-laws raquire atrict hookkaeaping of the liqour stock
tn ordar to comply with [ Alcoholic Ravarage Laws. There ia no fn-
dication of any other clud event, clud socializing, or program.

Section 5N1¢e)’7) of tha Ianternal Revenue Code provides axemption for:

"C1lyb organized for pleanure, recreation and other nonnrofitadble
prrnosse, auherantially all of the activigias of which are for
sueh mirpnses and ao part of the net aarnings of which {nures

*n Srnafip AT ang private shaveholder.™
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Section 1.5017¢3¢7)=11¢d) of the Income Tax Regulations atates that:

“ser Sollcttation by sdvertisement or ntherwise for public
PAatronage of {ts facilitlas ta prima facie evidencs that the
club 1n angaging tn uetaess...”

Reverme Yuling 67-623, C.B. 1969~2, 1264, Wolds that a commingling o?
members must play a matarial part in the activities of the organisation
bofore a nection 3501/¢)(?) exemption can de granted.

Revenue Ruling 58-388, 19358-2 C.B. 265 denied axemption to an erganization
vhose predominant activity wae the selling of services to an unlim?ted
nunber of so-cslled "tssociate” memders whose only rights were the use of
club facilities nfter paying a specifiad fee. It was dutermined that

Income from the ansocl{ate meaders wss merealy a gulss for transactfons with
th> general pubdtic.

Lik.mine, Reverme Ruling 60=324, 1960-2 C.N, 173 gtates that & ~lub loses
exewptlion under 371 (c)(7) {f the club makes fte fseiliries avatlable to
rhe general public on a regular, recurring dastis.

Revenua Ruling 38-3%7, 1938-2 C.B. 266 sets forth the criterias for sxXanpt—
fon under 301(c)(7). A club must be organized and operated for pleasure
and recrestion, snd no nat earnings may inure to any individual. The
ruling poin®y our that aolicitation by advertising for pudlic patrovage of
factilities 18 prima facie evidence that Q‘Cfﬁixlnglgol {0 a business an?d
does not npcrate for the plaasure or resteation of “ha members. Use of
profite from the public to support activitivs for marhers constitutes
prohibited frmrenent and evemption is pracluded,

- .

T ‘s charasacterised by wvague membavship requiremante. The
lack of elud artivities tadlcatas am incidental and passive agsociation
of indivlduals. Low snmual dues,. generalized membership requirements and
unlimi rac mimbers of tewporary membersghips constitute a uubtcrfug. for
loine husiness wich the pudlic.  The “yes” sngver asking 1£ there s

14 -rtging for puhlic patronsge strengthens the distinction of operating
~ Wsineas 71tk *Ye genetal publice: . Furthesmpge,. the lack of soeial
sertyivina, rhe ajphuata on temporary membarebipg dud the sdlicitetion of
pihlfe parronape (s avidence that the clud 19 erested and operated as @
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Organizing and oparsting a clud in a mennar which constitutee a subterfuge
for doing businesa with the pudlic dilqualtliel a elud frow exemption-

vnder Coda section 301(e)}(7). Therefore, you nhould !ttq !ndoral incom
tax veturns Fore 1120.

If vyou do not agree with these conelusions, 7cu may, vtthn 30 dayi'frh-'
Pho date of this lettar, fille in duplicate.a brief of tha facts, law,

an'! argumant that clearly sete forth your position. - 1f you desire an oral
discuvnion of the {asue, plesse indicata this 10 your protest. The
anclosed Publi. ation RAD givao ln-ttncttonn for filing a protast.

T¢ you do not file g protest with thie ol!lct within 30 days of the Jate
of this report or 'etter, this proposed determination will become f:nal.

1f you agrae with thes - qonclunions or do not wish to file & written
protsat, please sign and return Form 6018 {n the enelooed self~-addressed
snvelope as soon an poasidle. B

31incetvely vouri;

Distrtet Director

Tnclosuras:
Publication 97
Fora 67213
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